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E.O. 11652: N/A 
TAGS: ETRD, IA 

SUB J : PLANT EXPORT LOSS RESERVE SYSTEM UNDER STUDY BY MITI 
REF: A. STATE 155180 B. TOKYO 8000 (NOTAL) 

SUMMARY: PLANT EXPORT LOSS RESERVE SYSTEM INVOLVING TAX 
INCENTIVES STILT. UNDER STUDY WITHIN MITI, BUT MITI IS PRO- 
CEEDING CAUTIOUSLY INVIEW OF USG CONCERN OF GOJ AWARENESS 
OF GATT AND TRADE PLEDGE PROBLEMS. END SUMMARY. 

1. ON JULY 1 1 EMBOFFS REVIEWED WITH OFFICIALS OF MINISTRY 
OF INTERNATIONAL TRADE AND INDUSTRY (MIZUTANI, DEPUTY 
DIRECTOR, INTERNATIONAL TRADE DIVISION, MACHINERY AND 
INFORMATION INDUSTRIES BUREAU) PLANT EXPORT LOSS RESERVE 
SYSTEM EARLIER REPORTED REF B. 

2. MIZUTANI STRESSED THAT RESERVE SYSTEM WAS AT PRESENT 
UNDER STUDY ONLY WITHIN MITI (I.E. NOT WITHIN GOJ AS A 
WHOLE) AND THAT, EVEN WITHIN MITI, NO FIRM DECISION 
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DISCARD IDEA. IN SPITE OF HIS APPREHENSIONS THAT 
EXPLAN ANTION OF THE SYSTEM AT THIS TIME MIGHT BE PRE- 
MATURE, HE SAID, HE UNDERTOOK TO EXPLAIN IT ON THE 
UNDERSTANDING THAT WHAT HE WAS EXPLAINING WAS NO MORE 
THAN A THEORETICAL QTE PAPERPLAN UNQTE. 

3. UNDER THE SYSTEM, MIZUTANI SAID, AN ENTERPRISE, 

UPON SIGNING A CONTRACT FOR PLANT EXPORT, 

WOULD BE AT, I .OWED TO DEDUCT FROM INCOME, OVER A FIVE- 
YEAR PERIOD, UP TO 25 PERCENT OF THE VALUE OF THE 
PLANT EXPORT TRANSACTION AS A RESERVE AGAINST LOSSES. 

THE AMOUNTS SO TRANSFERRED WOULD NOT BE TAXABLE AS 
INCOME. UPON CONCLUSION OF THE TRANSACTION, IN THE 
EVENT THE RESERVE WAS NOT NEEDED TO OFFSET LOSSES, FUNDS 
IN THE RESERVE WOULD BE TRANSFERRED BACK TO THE ENTER- 
PRISE’S PROFITS OVER A PERIOD OF THREE YEARS. SUCH 
TRANSFERS OUT OF RESERVE WOULD BE SUBJECT TO NORMAL 
CORPORATE PROFIT TAXES. THIS SYSTEM, IF ADOPTED, WOULD 
BE APPLICABLE ONLY TO EXPORT DEALS AND NOT TO DOMESTIC 
TRANSACTIONS. 

4. DRAWING ON REF A, EMBOFFS EXPRESSED USG CONCERN 

AT OUR UNDERSTANDING OF MITI PROPOSAL AND DREW ATTENTION 
TO POSSIBLE GATT AND OECD TRADE PLEDGE PROBLEMS. 

MIZUTANI SAID MITI WAS FULLY AWARE OF USG CONCERN AND 
OF POSSIBLE TRADE PLEDGE PROBLEMS. MITI DOES NOT VIEW 
THE SYSTEM AS A DIRECT SUBSIDY SUCH AS INFLATION 
INSURANCE, RECENTLY DISCUSSED IN TRADE PLEDGE CONTEXT, 

BUT ACKNOWLEDGES THAT SYSTEM DOES INVOLVE A TAX 
INCENTIVE FOR EXPORT TRANSACTIONS. MITI SEES NEED 
FOR SOME SYSTEM TO PROTECT AGAINST LOSSES FROM PLANT 
EXPORT TRANSACTIONS, CONSIDERING ENORMOUS SIZE OF MANY 
PROJECTS AND ACCOMPANIYING LARGE RISKS, AND JAPANESE FIRMS' 
CONSEQUENT RELUCTANCE EVEN TO BID. MITI RELATES PROBLEM 
TO JAPAN'S PLEDGES OF ECONOMIC COOPERATION TO VARIOUS 
COUNTRIES, IN PARTICULAR MID EAST COUNTRIES (UNDER 
WHICH, TYPICALLY, PROMISED GOJ AID IS CONTINGENT ON 
JAPANESE FIRM’S WINNING THE BIDDING). THUS, SAID 
MIZUTANI, MITI WOULD LIKE TO FIND WAY TO IMPLEMENT 
SCHEME IN AID CONTEXT (FOR WHICH PROPOSED 
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GENTLEMEN'S AGREEMENT ALLOWS AN EXCEPTION) RATHER THAN 
IN EXPORT FINANCING CONTEXT. 

5. EMBOFFS REQUESTED WE BE KEPT INFORMED OF DEVELOP-. 

MENTS, AND MIZUTANI EXPRESSED HIS WILLINGNESS TO SO 
SO. 

HODGSON 
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